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Corporate Objectives 


To make Safeway stock an 
increasingly profitable investment 
for our shareholders. 

To practice responsible citizenship 

in the conduct of our business, 

and in community and social relations. 

To satisfy increasing numbers of 
customers, at a profit sufficient 
to assure the continuing healthy growth 
of the Company. 

To provide attractive, convenient 
stores staffed with courteous employees, 
and stocked with the products 
customers want. 

To be known for superior 
perishables — meats, produce, 
dairy products, and baked goods. 

To operate efficiently at 

the lowest costs consistent with 

quality and growth. 

To be alert to new ideas, 
opportunities, and change. 

To strengthen our organization 
by continuous and systematic training 
and development of employees 
and managers. 

To offer our employees responsibility, 
challenge, and satisfying rewards 
for accomplishment. 

To deal fairly with producers and 
suppliers, and provide them with 
dependable outlets for their products. 

To provide all Safeway employees and 
prospective employees with equal 
opportunity for hire and advancement 
regardless of race, color, ethnic 
origin, sex, religion, handicap or age. 



1978 


1977 



Highlights 

Sales $12,550,569,000 $11,249,398,000 

Net Income 146,118,000 102,305,000 

Net Income Per Share 5.60 3.93 


Chairman’s Message: 

W. S. Mitchell 


At the last Annual Meeting I commented "... if things 
continue as planned, it (1978) should be at least our 
second best year, if not the best." It worked out that 
way. Consolidated sales for the 52 weeks ended 
December 30 were a record $12.55 billion, up 11.6% 
over the 1977 total. Net income came to $146.1 million 
or $5.60 per share — up from $3.93 the previous year 
and just shy of the $5.64 record established in the 
53-week year of 1975. 

Net income reflects losses on translation of foreign 
currencies of $7.86 million in 1978 and $3.25 million in 
1977. Net income also includes the effect of applying 
the LIFO method of valuing certain inventories as 
adopted in 1974. If the FIFO method had been used, 
inventories would have been approximately $167 
million higher as of December 30, 1978 and $136 million 
higher as of December 31, 1977. 

Part of the sales increase was due to price inflation, 
but not all. We had a 6 % gain in the number of cus¬ 
tomer transactions, from 1.336 billion in 1977 to 1.412 
billion in 1978. This has provided many additional 
opportunities to show shoppers what we have to offer. 

As explained later in the report, we are continuing to 
expand the size of new stores in order to provide the 
merchandise which consumers have shown they would 
like to buy in a "one-stop shopping" environment. 

One of our major objectives in 1979 will be to keep 
reminding present customers that we do have these 
added selections, and thus hopefully increase the size 
of the average transaction. We believe this may offer 
growth potential which has not been fully realized in 
the past. 

Late in the year the quarterly dividend was raised to 
654 per common share. This brought the 1978 total to 
$2.30, making the ninth consecutive year that the 
annual dividend payout has been increased. 

On pages 10 and 11 we have outlined various activ¬ 
ities being undertaken by the Company as part of a 
vigorous anti-inflation program. We do not presume 
to have the tools to make an important impact on the 
rate of inflation because the basic causes are beyond 


our control, but we can and will do our part in helping 
customers to cope with the problem and in supporting 
the President's voluntary wage/price program. 

In addition to management changes affecting the 
Board of Directors (see last page), we had three top 
level promotions within the Company: John L. Repass, 
who has responsibility for a number of our Service 
operations, has been elevated to Senior Vice President; 
George D. Marshall has been elected a vice-president 
to succeed Herman F. Weber, who is retiring March 31 
as manager of industrial relations; and Robert Hendy 
has succeeded Thomas Milburn (who retired at year- 
end) as manager of the Vancouver Retail Division of 
Canada Safeway Limited. 

I would also like to add my personal tribute to 
Robert A. Magowan who, as explained, is retiring as 
an active member of the Board of Directors. His contri¬ 
bution to the present and future success of Safeway 
has been immeasurable. 

Despite recurring predictions of recession the econ¬ 
omy looks healthy. Personal income figures are at 
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record levels and consumer spending continues strong. 
Much is made of unemployment figures, but the 
percentage among household heads is down to about 
3V2 %. While having anyone out of work is still a con¬ 
cern both to us and to those directly affected, an often- 
overlooked fact is that employment continues to hit 
all-time records. In the U.S. alone, about four million 
more people are at work now than a year ago. 

In this connection, an important fact to be reckoned 
with is that a great many of these employed workers 
(about one out of six in this country) are on a public 
payroll — local, state, or federal. This has a dramatic 
effect on our corporate costs. As shown in the chart, 
even though we have made concerted efforts to keep 
stockholder rewards in step with our growing busi¬ 
ness, year after year our “dividend to government" in 
the form of taxes runs four to five times the amount 
paid to stockholders. We can only hope it will be 
wisely spent. 


4 / 

Chairman and Chief Executive Officer 


Safeway pledges full support to 
President Carter's anti-inflation program. 

We will comply with both the letter and spirit 
of the Administration's voluntary wage and price guidelines. 


10 Year Summary 


1978 


Earnings 

1 

« 

1 

Sales 

$12,550,565 

Percent of annual increase 

11.6 

Cost of sales 

9,829,071 

Gross profit 

2,721,498 

Percent of sales 

21.7 

Operating and administrative expenses 

2,371,949 

Percent of sales 

18.9 

Interest expense 

74,110 

Other income — net 

( 1,279 

Income taxes 

130,600 

Net income 

$ 146,118 

Percent of sales 

1.16 

Percent of average stockholders' equity 

16.37 

Per weighted average share of 


common stock 

$ 5.60 

Cash dividends per share of 


common stock 

2.30 

Weighted average number of shares 


of common stock outstanding 

26,075,822 

Financial Statistics 


Working capital 

$ 213,193 

Current assets per dollar of current 


liabilities 

1.22 

Additions, net of disposals, to: 


Property 

191,889 

Property under capital leases 

95,148 

Depreciation and amortization 

166,623 

Total assets 

2,835,767 

Long-term debt 

880,734 

Equity of common stockholders 

936,374 

Per share of common stock 

35.88 

Cash dividends on common stock 

59,981 

Other Statistics 


Employees at end of year 

144,243 

Stockholders of record at end of year 

53,924 

Stores opened during year 

111 

Stores closed during year 

103 

Total stores at end of year 

2,436 

Total store area at year end 


(thousands of square feet) 

57,461 

Average annual sales per store 

$ 5,098 

Common stock price range New York 


Stock Exchange (calendar year) 

46-35 3 /8 
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Notes: Dollars are in thousands except per share figures. 

(1) Reflects the LIFO method of valuing certain inventories 

(2) Excluding extraordinary gain in 1969 of $3,288,000, net 
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1977(i) 

1976o) 

1975(i) 

(53 Weeks) 

1974(i) 

1973 

1972 

1971 

1970 

(53 Weeks) 

1969 

1 

111,249,398 

7.7% 

8,916,719 

$10,442,531 

7.5% 

8,363,555 

$9,716,889 

18.7% 

7,750,304 

$8,185,190 

20.8% 

6,647,799 

$6,773,687 

11.8% 

5,447,736 

$6,057,633 

13.0% 

4,837,185 

$5,358,837 

10.3% 

4,263,937 

$4,860,167 

18.6% 

3,858,175 

$4,099,647 

11.2% 

3,242,173 

2,332,679 
20.7% 
2,082,246 
18.5% 
70,104 
( 3,918) 

81,942 

2,078,976 
19.9% 
1,838,045 
17.6% 
63,254 
( 6,218) 
83,052 

1,966,585 
20.2% 
1,632,824 
16.8% 
68,816 
( 5,397) 

124,088 

1,537,391 
18.8% 
1,339,075 
16.4% 
66,683 
( 4,739) 

59,271 

1,325,951 
19.6% 
1,121,580 
16.6% 
55,326 
( 4,616) 

69,204 

1,220,448 
20.1% 
1,007,661 
16.6% 
51,638 
( 3,616) 

75,495 

1,094,900 
20.4% 
902,869 
16.8% 
44,182 
( 3,967) 

73,280 

1,001,992 
20.6% 
825,371 
17.0% 
39,926 
( 764) 

70,057 

857,474 
20.9% 
716,392 
17.5% 
35,615 
( 365) 

55,905 

> 102,305 

$ 100,843 

$ 146,254 

$ 77,101 

$ 84,457 

$ 89,270 

$ 78,536 

$ 67,402 

$ 49,927(2) 

.91% 

12.40% 

.97% 

12.99% 

1.51% 

20.83% 

.94% 

12.14% 

1.25% 

14.23% 

1.47% 

16.52% 

1.47% 

16.11% 

1.39% 

15.16% 

1.22% 

12.09% 

5 3.93 

$ 3.89 

$ 5.64 

$ 2.98 

$ 3.28 

$ 3.48 

$ 3.08 

$ 2.64 

$ 1.96 

2.20 

2.05 

1.90 

1.70 

1.50 

1.35 

1.30 

1.15 

1.10 

26,021,220 

25,945,775 

25,911,286 

25,832,351 

25,751,349 

25,642,110 

25,533,257 

25,490,107 

25,487,450 

$ 182,225 

$ 225,156 

$ 218,541 

$ 118,112 

$ 168,582 

$ 194,261 

$ 131,500 

$ 117,771 

$ 112,090 

1.22 

1.31 

1.34 

1.17 

1.31 

1.49 

1.36 

1.36 

1.37 

223,750 

90,691 

148,024 

2,561,784 

836,633 

848,587 

32.58 

57,256 

152,224 

40,165 

136,555 

2,319,149 

766,596 

801,345 

30.84 

53,190 

108,777 

82,243 

127,857 

2,187,947 

761,107 

751,598 

28.98 

49,249 

149,902 

89,454 

116,509 

2,045,192 

703,431 

652,467 

25.24 

43,926 

139,400 

59,103 

102,460 

1,837,800 

663,931 

617,738 

23.95 

38,640 

143,340 

67,675 

94,321 

1,623,166 

645,602 

569,613 

22.15 

34,636 

91,003 

69,908 

84,094 

1,413,782 

526,289 

510,961 

19.99 

33,200 

91,505 

67,576 

76,806 

1,278,388 

478,184 

463,785 

18.19 

29,315 

85,077 

41,939 

70,898 

1,160,675 

426,600 

425,419 

16.69 

28,036 

139,865 

55,035 

126 

136 

2,428 

133,083 

57,619 

109 

122 

2,438 

127,004 

58,275 

111 

86 

2,451 

121,355 

60,822 

164 

102 

2,426 

117,721 

62,767 

143 

110 

2,364 

105,613 

65,471 

142 

94 

2,331 

97,463 

67,576 

121 

135 

2,283 

96,760 

69,098 

128 

91 

2,297 

91,532 

73,193 

117 

98 

2,260 

55,184 
> 4,553 

53,223 
$ 4,222 

51,854 
$ 3,935 

50,159 
$ 3,360 

46,480 
$ 2,831 

44,844 
$ 2,613 

42,752 
$ 2,308 

41,769 
$ 2,094 

40,169 
$ 1,782 

50%-39 

50V4-39V4 

52%-34% 

43%-29% 

44%-27V4 

44V4-34 

40 1 / 4 -32% 

34%-22% 

30V4-23V2 


Dplicable income taxes, equal to $0.13 per share. 
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Report 

on Operations 



Dale L. Lynch 

The preceding message and 10-year 
statistical summary attest to the 
Company's ability to achieve satis¬ 
factory operating results in a highly 
competitive environment, and under 
mixed economic conditions. We be¬ 
lieve this stability reflects funda¬ 
mental strengths that will assure 
continued steady growth in the 
years ahead. 

Safeway's strengths are many. 
Within the industry, our stores and 
support facilities are among the most 
up to date, and are located in many 
of the fastest growing population 
centers; our private label program is 
one of the most extensive and best 
established; and our financial 
position is among the strongest. 

Underlying these strengths is an 
even greater asset — our people. 

Few other groups of employees col¬ 
lectively possess the impressive ar¬ 
ray of knowledge, talent and drive 
that Safeway people have. Through¬ 
out our operating areas our 144,000 
employees are dedicated to a long¬ 
standing corporate objective: "To 
satisfy increasing numbers of cus¬ 
tomers, at a profit sufficient to assure 
the continuing healthy growth of 
the Company." 

Providing direction to their efforts 
is a strong, results-oriented manage¬ 
ment team that functions within a 


decentralized organi¬ 
zational structure. In 
each of our 29 Retail 
Divisions, a Division 
Manager is given full 
responsibility for all 
operating and support activities and 
is directly accountable for sales and 
profits. Within general corporate 
guidelines, the Manager is free to 
develop those merchandising plans 
and other programs that are most 
responsive to local needs. 

A further strength of our people is 
their resourcefulness, both in hold¬ 
ing the line on expenses and in 
capitalizing on the opportunities of 
new or improved methods. As our 
operating and administrative costs 
continue their upward surge, em¬ 
ployees at all levels are constantly 
encouraged to challenge existing 
procedures. Their active interest in 
the Company's success has paid 
big dividends. 

Finally, Safeway has enjoyed a 
reputation for quality and value for 
more than half a century. Con¬ 
sumers look to the familiar Safeway 
logo for attractive, clean and friendly 
stores, conveniently located and 
stocked with the products they want 
at competitive prices. Ours is a tradi¬ 
tion of excellence of which we are 
extremely proud. 

We think these resources are un¬ 
matched by any other supermarket 
organization, and will enable us to 
meet the continuing challenges of 
aggressive competition and rising 
operating costs. 


Stores During the year we opened 
111 new stores while closing 103 
others, resulting in a net gain of 
more than 2 million square feet of 
floor space. 

The average size of all stores in 
operation was 23,500 square feet in 
1978, up about 3V2 percent from 
1977. However, a more significant 
measure of our expansion efforts is 
shown on the chart below. For new 
stores, the average size has in¬ 
creased from 25,000 square feet in 
1974 to 35,200 square feet in 1978. 
Those scheduled to open in 1979 
will average 38,500 square feet. As 
noted in previous reports, this trend 
to larger stores reflects growing con¬ 
sumer demand for a wider selection 
of products and services. 

Our latest stores are designed to 
present a strong food image around 
the perimeter of the sales floor. 


Average Size of New Stores 

(in thousands of square feet) 
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Receiving 


One stop does it all at Safeway. Our latest 
stores have edible grocery items on one side 
of the frozen food cases and non-edible items 
on the other side. Specialty sections such as 
photo & gift centers and bakeryIdeli com¬ 
bination units give added appeal to the 
corners of the sales floor. 


Photo 

& 


Produce 



Non-Edible 
Grocery 
& 
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Frozen Foods 


Edible 
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Bakery I Delicatess 



Dairy Alcove 



Within the perimeter, they incorpo¬ 
rate edible grocery items on one side 
of the freezers and non-edible items 
on the other side. The store layout 
above illustrates this, and also 
shows how we make the four cor¬ 
ners of the store more appealing by 
featuring special sections such as 
bakery/delicatessen combination 
units, liquor and wine departments, 
photo and gift centers, and cheese 
centers. Other stores utilizing this 
plan may have different combina¬ 
tions of these or alternate corner sec¬ 
tions (flower, separate bakery, or 
separate deli, for example). 

Although we are making a strong 
commitment to the Super Store con¬ 
cept, we are not excluding conven¬ 
tional stores from our future plans. 
Some areas cannot support the 
volume required to sustain a Super 
Store. In these we will be building 


smaller stores better suited to the 
trade area. 

Another measure of our flexibility 
and growth is the steadily increasing 
number of “new business" stores, 
located in areas we have not served 
previously. Last year we opened 36 
such units, including our first store 
in North Carolina. 

We also continued to upgrade our 
older, smaller stores. Of the 1,085 
units under 22,000 square feet that 
were in operation as of the end of 
1977, 248 have since been or are now 
being expanded or replaced. 

Capital improvements in 1978 in¬ 
cluded completion of 72 major store 
remodels. These and other remodel¬ 
ing projects accounted for the addi¬ 
tion of 226,000 square feet of retail 
floor space, and the addition of 
lineal display area equivalent to 16 
new stores. 


People Systematic expansion of our 
physical facilities helps to assure 
continued job opportunities for our 
growing workforce. Largely as a re¬ 
sult of new construction, our payroll 
increased by almost 4,400 persons 
during 1978, bringing the total as of 
year's end to 144,243 employees. 

More than three-fourths of our 
people work in retail stores perform¬ 
ing our primary function, serving 
customers. All other employees en¬ 
gage in supporting roles, providing 
the multitude of services required to 
operate our business. 

Developing people is an ongoing, 
high-priority activity at Safeway. 
Employees with advancement poten¬ 
tial are placed on a “fast track" to 
accelerate development of their 
operational and management skills. 

Our policy is to promote from 
within whenever possible. To help 
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Net Income 

Per Share of Common Stock* 
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1969 70 71 72 73 74 75 76 77 78 


$6.00 

5.00 

4.00 

3.00 

2.00 

1.00 
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"Reflects the LIFO method of valuing certain inventories, in 1974 and succeeding years. 



Friendly people make the difference at 
Safeway. As part of a new program under way 
to improve customer service in our stores, 
an experienced employee will be on hand to 
assist shoppers and supervise checkstand 
activity. The results have been gratifying. 


encourage employees to continue 
learning and increase their oppor¬ 
tunities for promotion, we make 
available a wide range of in-house 
training programs and instructional 
materials, as well as an educational 
refund plan for job-related courses 
offered outside the Company. 

Our equal opportunity programs 
continue to show positive results. As 
of year-end 1978, 36 percent of our 
total U.S. workforce were women 
and 21 percent of the total were 
persons from ethnic minority 
groups. More significantly, about 12 
percent of our executives and staff 
specialists were women and 10 per¬ 
cent were minorities. 

These are substantial gains over 
1974, when we stepped up our ef¬ 
forts to achieve more equitable rep¬ 
resentation in our workforce. Al¬ 
though we are well along in meeting 
our objectives, further progress can 
and will be made. Our commitment 
is on record, as follows: "Beyond the 
legal necessity, it is our belief, and 
therefore fundamental policy, that 
providing equal employment op¬ 
portunity is the correct and proper 
course for this Company to follow." 

During the year we also inaugu¬ 
rated a program to improve the level 
of customer service in our stores. An 
experienced employee in each store 
will be assigned to the checkstand 
areas to greet customers, answer 
questions, handle refunds, approve 
checks, and ensure that checkstands 
are adequately staffed. The program 
is being well received by customers. 


International Operations As 

shown in the tables on page 21, 
Canadian and overseas operations 
continue to contribute significantly 
to Safeway's growth. Together these 
operations accounted for 20.0% of 
the Company's total consolidated 
sales in 1978, and for 25.1 % of con¬ 
solidated net income. 

In U.S. dollars Canada sales came 
to $1.65 billion for the year, up 6.1 % 
over 1977, while net income rose 
4.0% to $27.2 million. For the three 
overseas operations combined, sales 
increased by 22.5% to $868 million 
during fiscal 1978, and net income 
was up 6.1 % to $9.6 million. 

In domestic currencies, the in¬ 
creases by country were as follows: 

Sales Net Income 


Canada 

13.7% 

34.5% 

United Kingdom 

13.2 

7.7 

Australia 

17.5 

71.3 

West Germany 

8.6 

56.8 


During the year Safeway subsidi¬ 
aries opened 12 new stores outside 
the United States and closed 11 older 
ones, resulting in a fiscal year-end 
total of 443 stores: 274 in Canada, 83 
in the United Kingdom, 26 in West 
Germany, and 60 in Australia. 

Of the seven new stores opened 
in Canada, four are in Alberta (Cal¬ 
gary, Spruce Grove and two stores 
in Edmonton) and three are in Brit¬ 
ish Columbia ( Kelowna, Prince 
George and Sidney). Their average 
size is 33,200 square feet. Construc¬ 
tion was also completed on a new 
salvage warehouse in Winnipeg and 
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A delicatessen is one of many special 
features at this 37,650 sq. ft. store opened 
last September in Moorabbin, Australia, 
just outside Melbourne. 


on a major expansion of a vegetable 
processing plant in Lethbridge, Al¬ 
berta. Several other industrial con¬ 
struction projects were under way at 
year-end, including a new egg plant 
in Calgary and frozen food ware¬ 
houses in Edmonton and Winnipeg. 

In England, a completely reno¬ 
vated store reopened in the South 
Norwood section of London. At just 
over 22,000 square feet it is large by 
U.K. supermarket standards and re¬ 
flects local management's commit¬ 
ment to bigger stores with a wider 
range of merchandise. Three more 
stores in the United Kingdom, av¬ 



eraging 31,000 square feet, opened 
between September 30 (fiscal year- 
end for the overseas operations) 
and December 30. One of these, in 
Clydebank, Scotland, is over 35,000 
square feet. 

Two new stores opened in West 
Germany, one in Hamburg and one 
in Oldenburg. Looking ahead to 
further expansion in that country, 
land was purchased for future devel¬ 
opment of a new distribution center 
in Hamburg. 

In Australia two new stores — one 
nearly 40,000 square feet, the other 
over 37,500 square feet — were 


opened in the Victoria communities 
of Karingal and Moorabbin. Not far 
away, installation of a computerized 
warehouse inventory and purchas¬ 
ing system was completed at the 
distribution center in Mulgrave. In 
progress there at year's end were ex¬ 
tensive additions to two warehouses. 

Organizationally, the five Retail 
Divisions headquartered in Calgary, 
Edmonton, Regina, Vancouver and 
Winnipeg report to A. G. Anselmo, 
Managing Director and President of 
Canada Safeway Limited, and 
manager of the Company's Cana¬ 
dian Region. Overseas, the United 




The year just passed was our fiftieth in 
Canada. Since incorporation 
in 1929, Canada Safeway Limited 
has been one of that country's 
CANADA mosi highly regarded and 

SAFEWAY'S successful retailers. 

50 year 
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Kingdom and Germany Divisions 
report to John S. Kimball, Vice Presi¬ 
dent and manager of the U.S. East¬ 
ern Region; the Australia Division 
reports to Dale L. Lynch, President. 
Foreign operations are staffed by 
nationals of the respective countries. 
At year-end there were 34,845 em¬ 
ployees of these Safeway subsidi¬ 
aries in areas outside the U.S. 

The year 1978 was Safeway's 
fiftieth in Canada. It was on January 
14, 1929, about three years after the 
parent company's incorporation in 
the U.S., that a Canadian subsidiary 
corporation was chartered. The 
organization was then known as 
Safeway Stores Limited but later 
became Canada Safeway Limited. 
Through a steady expansion pro¬ 
gram in the early years, the com¬ 
pany soon was well represented 
throughout western Canada. As its 
geographic coverage spread, so did 
its reputation for efficient operating 
methods and consumer-oriented 
merchandising practices. Today, 
after half a century of service, Safe¬ 
way continues to be one of Canada's 
most highly regarded retailers. 

1978 was also the fifteenth anni¬ 
versary of Safeway's expansion to 
Australia and West Germany. 


Safeway Brands Our private label 
business was up again in 1978, re¬ 
flecting increasing consumer aware¬ 
ness of the excellent value these 
products represent. 

During the year we added some 
300 new items. We now manu¬ 
facture, process or procure approxi¬ 
mately 5,600 items sold under our 
own labels, although not all of these 
are available in any one area be¬ 
cause of varying customer needs 
and preferences. 

In recent years a growing number 
of general merchandise items have 
joined the Safeway Brands lineup. 
Some of them appear on these 
pages. As a retailer our primary 
emphasis is on food, but we also 
carry an increasingly wide range of 
other household necessities. Many 


Floyd Crowe, Marketing Manager-Supply 
Divisions, and E. N. Henney, Senior Vice 
President in charge of Supply Operations, discu 
the new line of Safeway camera film being 
introduced in 1979. At right are just a few 
of the other general merchandise items 
available under our own labels. 


of these products, such as paper 
goods and cleaning aids, have been 
available as Safeway Brands for 
years. Other items, such as automo¬ 
tive supplies and footwear, are rela¬ 
tively new private label categories. 

To these we added new and ex¬ 
panded product lines during 1978 — 
69 items in all, including kitchen 
and bath textiles, aluminum foilware 
pans, and a broader selection of 
health and beauty aids. Among the 
additions planned for the current 
year is our own line of camera film. 

This gradual expansion in the 
number of non-edible Safeway 
Brands has been accompanied by 
growing acceptance of these items. 
Shoppers already familiar with the 
quality and value of our private label 
foods and household products have 
the same positive expectations of 
the new general merchandise lines. 
A notable example of this is the out¬ 
standing success of Safeway panty¬ 
hose. Introduced just a few years 
ago, it consistently outsells the top 
advertised brands in our stores by a 
wide margin. 
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diapers 


A good value image is important 
to the success of a private label pro¬ 
gram; the key elements are price, 
quality and reliability. Every Safe¬ 
way Brand is backed by an uncondi¬ 
tional, money-back guarantee as our 
assurance that the quality equals or 
exceeds that of competitive brands. 
We believe this combination is un¬ 
matched by any other program in 
the industry. 

Another important development 
during 1978 was the establishment 
of the position of Supply Divisions 
Marketing Manager. By coordinating 
the marketing plans of our Supply 
Divisions and initiating ideas to fit 
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the merchandising plans of the Retail 
Divisions, we hope to capitalize on 
new opportunities for increased 
retail sales. 


Inflation Fighters With consumers 
everywhere deeply concerned by 
the prospect of continued inflation, 
we have intensified our efforts to 
help Safeway customers stretch their 
food dollars. 

One such effort during 1978 was 
the strong emphasis given to our 
“Inflation Fighter" messages. These 
are part of an ongoing program 
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To help inflation-weary shoppers get the most for their food 
dollars, we are continually seeking out good values to pass 
along to our customers. We also distribute leaflets with 
budget-stretching tips on a wide range of subjects. 


established on the premise that 
informed shoppers can make wiser 
buying decisions. To help our 
customers prepare economical but 
nutritious meals, for example, our 
stores provide recipes and leaflets 
for that purpose. Topics include tips 
on menu planning, food prepara¬ 
tion, nutrition, and other timely 
information of interest to shoppers. 
Along with these, our newspaper 


ads display the symbol shown above 
to call attention to exceptional food 
buys, such as seasonal products in 
plentiful supply and items reduced 
in price as the result of special 
manufacturer promotions. 

Unit pricing is another inflation 
fighter, one we have been actively 
promoting since helping to pioneer 
the concept ten years ago. Computer- 
printed shelf tags show the price per 


ounce, pound, or other appropriate 
measure, so shoppers can easily 
compare the unit cost of different 
brands and sizes. 

In most of our stores, customers 
can also purchase our USDA Choice 
beef in bulk form, at substantial 
savings over the equivalent retail 
cuts when trimmed and individually 
packaged. 

We will continue to encourage 
shoppers to take advantage of these 
and other budget-stretching sug¬ 
gestions during 1979. Recently, for 
instance, we began publishing a 
series of tie-in ads based on inflation¬ 
fighting ideas originated by the U.S. 
Office of Consumer Affairs. 

On another front, last fall we 
introduced our new Scotch Buy 
brand of private label food and 
household products for the price¬ 
conscious shopper. The announce¬ 
ment received wide press coverage 
in areas served by our 21 U.S. Retail 
Divisions, and was backed by exten¬ 
sive advertising in major media. 

Products in Scotch Buy's introduc¬ 
tory phase consisted of 34 high- 
volume items, including canned 
foods, salad dressing, tea, deter¬ 
gents, and paper goods. Eventually 
we expect the total number of prod¬ 
ucts and sizes to exceed 200. 


Last fall, a series of TV commercials 
featuring Ray Bolger introduced millions 
of viewers to Scotch Buy, our economy 
brand of food and household products. 
Sales have been strong. 
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Although the labels are new, the 
products are not. Nearly all items 
were previously available under 
other names within our second line 
of Safeway brands. Plans had been 
under way for more than three years 
to consolidate these brands into a 
common name, so inflation-weary 
consumers could identify them 
more easily. 

Scotch Buy items are of consis¬ 
tently good quality. We either 
manufacture them ourselves or 
procure them from established 
Safeway suppliers, so we can assure 
their availability throughout the 


year. And every item is backed by 
our unconditional, money-back 
guarantee of satisfaction. 

Customer Profile Throughout the 
year we conduct surveys at selected 
stores to determine the geographic 
distribution and demographic 
characteristics of our customers. 
During 1978 we made 109 of these 
studies, in which we interviewed 
more than 42,000 Safeway shoppers 
Survey findings underscore the 
importance of a good store location 
with ample parking. About half of 
those interviewed live over a mile 


away from the store, and nine out of 
ten drive. We also found that an 
important share (about one-third) of 
these customers are men, either 
shopping alone or with their wives. 
This has a definite bearing on our 
merchandising plans; many of our 
stores are carrying an extensive 
assortment of garden supplies, auto¬ 
motive products, batteries, hardware 
and other routinely purchased 
household maintenance items. 

Among those surveyed, the 
average weekly expenditure in all 
food stores is $51.53 per family — a 
significant share of which goes for 
general merchandise items such as 
those listed above. 

Geographic Coverage As shown 
on the map which follows, our retail 
operations extend to five countries 
on three continents. 

Of the Company's 2,436 stores in 
operation at fiscal year-end, 1,993 
are in the U.S. These cover parts of 
22 states west of the Mississippi 
(including Alaska and Hawaii), and 
7 states and the District of Columbia 
in the eastern part of the country. 
Safeway has historically been 
located in the faster growing sec¬ 
tions of the U.S. 

Our international operations 
include 274 stores in the Canadian 
provinces of British Columbia, 
Alberta, Saskatchewan, Manitoba 
and Ontario. Overseas, Safeway and 
its subsidiaries operate 83 stores in 
the United Kingdom (England and 
Scotland), 60 stores in the southern 
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Australian states of Victoria and New 
South Wales, and 26 stores in the 
northern sector of West Germany. 

Some of the larger metropolitan 
areas in which we operate have as 
many as 33 Safeway stores. How¬ 
ever, most of the communities we 
serve have only one. In many of 
these towns Safeway is a major em¬ 
ployer and plays an important role 
in the local economy. 



Alaska 




The photos above are of Safeway stores in two 
of the 1,350 communities we serve. The one 
at top is in San Francisco, California, where 
we operate 17 other outlets. Below it is our 
location in Deadwood, South Dakota, one of 
1,036 cities and towns that have only one 
Safeway store. Wherever we operate our 
objective is the same-to please customers. 


United 

Kingdom 




Australia 
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Safeway 

Today 


As of fiscal year-end Safe¬ 
way and its subsidiaries 
operated 2,436 stores in 
the United States, Canada, 
the United Kingdom, 

West Germany, and Aus¬ 
tralia. Managers of 28 
Retail Divisions report to 
their respective Regional 
Managers who are super¬ 
vised by J- A. Rowland, 
Senior Vice President. 

The Manager of the Aus¬ 
tralia Division reports to 
Dale L. Lynch, President. 


WESTERN REGION 
Peter A. Magowan 

Los Angeles Division, Albert J. Fulton, 177 Stores 
Phoenix Division, John W. Warthan, 58 Stores 
Sacramento Division, Frank J. Glasgow, 93 Stores 
San Diego Division, Donald J. Smith, 53 Stores 
San Francisco Division, Eldon W. Starkey, 196 Stores 

NORTHWEST REGION 
Fred E. MacRae 

Portland Division, William D. Lowe, 94 Stores 
Seattle Division, William H. Maloney, 122 Stores 
Spokane Division, John R. Maxwell, 40 Stores 

ROCKY MOUNTAIN REGION 
John Bell 

Butte Division, Donald Gates, 34 Stores 
Denver Division, Pete P. Martin, 148 Stores 
Omaha Division, William M. Langley, 79 Stores 
Salt Lake City Division, Gene J. Lawson, 63 Stores 

SOUTHERN REGION 
Horace A. Justice 

Dallas Division, Gerald V. Curttright, 164 Stores 
El Paso Division, Robert E. Livesay, 59 Stores 
Houston Division, Sam E. Raburn, 77 Stores 


MIDWEST REGION 
Allen Francis 

Kansas City Division, W. W. Liedtke, 97 Stores 
Little Rock Division, Donald J. Phillips, 74 Stores 
Oklahoma City Division, Forrest Woolery, 69 Stores 
Tulsa Division, Donald R. Cannon, 56 Stores 

EASTERN REGION 
John S. Kimball 

Richmond Division, Ralph C. Ward, 75 Stores 
Washington, D.C. Division, Carey A. Ford, 165 Stores 
Germany Division, M. J. Filzek, 26 Stores 
United Kingdom Division, T. E. Spratt, 83 Stores 

CANADIAN REGION 
A. G. Anselmo 

Calgary Division, V. E. Fahey, 41 Stores 
Edmonton Division, D. L. Olson, 45 Stores 
Regina Division, N. M. Knebel, 26 Stores 
Vancouver Division, T. Milburn, 88 Stores 
Winnipeg Division, W. F. Griffiths, 74 Stores 

Reporting to Dale L. Lynch 

Australia Division, J. W. R. Pratt, 60 Stores 
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Consolidated Statement of 
Income and Retained Earnings 

For the 52 Weeks Ended December 30, 1978 and December 31, 1977 
Safeway Stores, Incorporated and Subsidiaries 



1978 

1977 

Sales 

$12,550,569,000 

$11,249,398,000 

Cost of sales 

9,829,071,000 

8,916,719,000 

Gross profit 

2,721,498,000 

2,332,679,000 

Operating and administrative expenses 

2,371,949,000 

2,082,246,000 

Operating profit 

349,549,000 

250,433,000 

Interest expense (Note C) 

74,110,000 

70,104,000 

Loss on translation of foreign currencies 

7,856,000 

3,253,000 

Other (income), net 

( 9,135,000) 

( 7,171,000) 

Income before provision for income taxes 

276,718,000 

184,247,000 

Provision for income taxes (Note D) 

130,600,000 

81,942,000 

Net income (per share: $5.60 and $3.93) 

146,118,000 

102,305,000 


Retained earnings at beginning of period 

Cash dividends on common stock 

743,995,000 

698,877,000 

(per share: $2.30 and $2.20) 

( 59,981,000) 

( 57,256,000) 

Additions resulting from stock acquisitions 

57,000 

69,000 

Retained earnings at end of period 

$ 830,189,000 

$ 743,995,000 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of 
Changes in Financial Position 

For the 52 Weeks Ended December 30, 1978 and December 31, 1977 
Safeway Stores, Incorporated and Subsidiaries 


Funds provided: 

1978 

1977 

Net income 

Add charges to income not requiring funds: 

$146,118,000 

$102,305,000 

Depreciation and amortization 

166,623,000 

148,024,000 

Increase in deferred income taxes 

9,736,000 

3,090,000 

Increase in accrued claims 

11,067,000 

3,880,000 

Stock issued under sales incentive plan 

413,000 

5,000 

Total funds provided from operations 

333,957,000 

257,304,000 

Additions to long-term debt 

98,461,000 

115,851,000 

Sale of common stock to employees 

1,180,000 

2,119,000 

Funds used: 

Additions, net of disposals, to: 

433,598,000 

375,274,000 

Property 

191,889,000 

223,750,000 

Property under capital leases 

95,148,000 

90,691,000 

Cash dividends on common stock 

59,981,000 

57,256,000 

Payments on long-term debt 

54,360,000 

45,814,000 

Other uses, net 

1,252,000 

694,000 


402,630,000 

418,205,000 

Increase (decrease) in working capital (Note N) 

$ 30,968,000 

$(42,931,000) 


See accompanying notes to consolidated financial statements. 


15 


















Consolidated Balance Sheet 

As of December 30, 1978 and December 31, 1977 
Safeway Stores, Incorporated and Subsidiaries 


Assets 

Current assets: 

Cash 

Receivables 

Merchandise inventories (Note A) 
Prepaid expenses 

Total current assets 


1978 


$ 136,531,000 
52,104,000 
924,479,000 
70,276,000 

1,183,390,000 


Other assets: 

Licenses, notes receivable and investments 26,398,000 

Deferred income tax charges — 

Excess of cost of investment in subsidiaries over net 

assets at date of acquisition, net of amortization 2,396,000 

28,794,000 


Property (Note G): 

Land 

Buildings 

Leasehold improvements 
Fixtures and equipment 
Automotive equipment 


Less accumulated depreciation and amortization 


Property under capital leases, less accumulated 
amortization of $421,735,000 and $395,385,000 


82,471,000 

147,179,000 

223,398,000 

1,057,448,000 

145,777,000 

1,656,273,000 

730,912,000 

925,361,000 


698,222,000 

$2,835,767,000 


See accompanying notes to consolidated financial statements. 


1977 


$ 118,136,000 
43,137,000 
810,218,000 
55,541,000 

1,027,032,000 


25,735,000 

3,534,000 

2,613,000 

31,882,000 


72,079,000 

143,381,000 

193,493,000 

954,209,000 

133,133,000 

1,496,295,000 

644,832,000 

851,463,000 


651,407,000 

$2,561,784,000 
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Liabilities and Stockholders' Equity 

1978 

Current liabilities: 


Notes payable to banks (Note E) 

$ 57,342,000 

Current obligations under capital leases 

41,084,000 

Current maturities of notes and debentures 

6,793,000 

Payables and accruals 

808,070,000 

Income taxes payable 

56,908,000 

Total current liabilities 

970,197,000 


Long-term debt: 

Obligations under capital leases (Note F) 766,298,000 

Notes and debentures (Note G) 114,436,000 

880,734,000 

Deferred income taxes 6,202,000 

Accrued claims and other liabilities 42,260,000 

Commitments and contingencies (Notes H, I&J) 

Stockholders' equity (Notes G, K & L): 

Preferred stock—4% cumulative, $100 par value 
Authorized and unissued 220,372 shares 
Common stock — $1.66 2 /3 par value 
Authorized 75,000,000 shares 
Outstanding 26,096,966 and 26,046,885 shares 
Additional paid-in capital 
Retained earnings 

936,374,000 

$2,835,767,000 


43,495,000 

62,690,000 

830,189,000 


1977 


$ 51,717,000 

38,894,000 
5,974,000 
725,302,000 
22,920,000 

844,807,000 


709,895,000 

126,738,000 

836,633,000 


31,757,000 


43,411,000 

61,181,000 

743,995,000 

848,587,000 

$2,561,784,000 
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Notes to 


Financial Statements 



NOTE A — Summary of 
Significant Accounting Policies. 

Fiscal Year: The fiscal year for the Company and its Canadian 
subsidiaries ends on the Saturday nearest to December 31. 

Fiscal years of overseas subsidiaries follow a similar pattern but 
generally end on the Saturday nearest September 30, to allow 
sufficient time to gather information from overseas for U.S. 
reporting purposes. 

Basis of Consolidation: Consolidated financial statements 
include the accounts of all subsidiaries except one minor over¬ 
seas subsidiary which is included in investments at the amount 
of equity in net book value. All intercompany transactions 
have been eliminated in consolidation. 

Translation of Foreign Currencies: Accounts are translated 
at current and historical rates as prescribed by Financial 
Accounting Standards Board Statement No. 8. Unrealized 
gains and losses from such foreign currency translation are 
included in income currently. 

Provision For Income Taxes: The Company provides for 
deferred income tax charges and credits resulting from timing 
differences in reporting income and expenses for financial 
statement purposes compared to the methods of reporting for 
income tax purposes. These timing differences arise primarily 
from the use of accelerated depreciation for tax purposes and 
from the accrual of claims and capitalization of leases for finan¬ 
cial statement purposes. Current U.S. taxes are reduced for 
investment tax credits in the year in which the credits arise. 

Net Income Per Share: Net income per share is determined 
by dividing consolidated net income by the average number of 
common shares outstanding during the year. 

Merchandise Inventories: In the U.S., inventories of 
Grocery Department items in stores (valued by the retail 
inventory method) and warehouses are determined on a last- 
in, first-out (LIFO) basis. All other inventories are valued at 
the lower of cost on a first-in, first-out (FIFO) basis or replace¬ 
ment market. Inventories would have been $166,908,000 and 
$136,473,000 higher as of December 30, 1978 and December 31, 
1977, respectively, if all were stated at the lower of cost (FIFO 
basis) or replacement market. 

Amortization of Excess Cost of Investment in Subsidiaries: 

The excess of cost of investment in subsidiaries over net assets 
at date of acquisition is being amortized and charged against 
income in twenty equal annual amounts through 1989. 

Property and Depreciation: Property is stated at historical 
cost. Depreciation is computed for financial reporting purposes 
on the straight-line method. The following are the principal 
rates of depreciation used during the year: 

Stores and other buildings 2 V 2 to 5% 

Fixtures and equipment 5 to 20% 

Automotive equipment I 2 V 2 to 16%% 

Leasehold improvements include buildings constructed on 
leased land and improvements to leased buildings. Buildings 
and major improvements are amortized over the shorter of the 
remaining period of the lease or the estimated useful life of the 
assets, while other minor improvements are amortized over 
the shorter of the remaining period of the lease or six years. 
Depreciation and amortization expense for property was 
$117,991,000 in 1978 and $104,812,000 in 1977. 

Property Under Capital Leases: Property under capital leases 
is amortized over the lease terms using the straight-line 
method. Amortization expense was $48,333,000 in 1978 and 
$42,939,000 in 1977. 


Employee Retirement Plans: The Company's practice is to 
contribute the full normal cost and there is no unfunded past 
service liability. 

Stock Options: Proceeds from the sale of common stock 
issued under options are added to common stock at par value 
and the excess is added to additional paid-in capital. 

Reclassifications: Certain reclassifications have been made 
to the 1977 financial statements to conform to 1978 classifications 


NOTE B—Employee Retirement and 
Profit-Sharing Plans. 

The Company and its subsidiaries have contributory, 
trusteed Retirement Plans which may be amended or termi¬ 
nated at any time, for eligible employees not covered by other 
plans to which the companies contribute. The assets of the 
trust funds are sufficient to fund vested benefits. Such con¬ 
tributions charged to income were $17,305,000 in 1978 and 
$13,970,000 in 1977. Contributions charged to income for 
various pension plans under union contracts were $76,497,000 
in 1978 and $69,154,000 in 1977. 

Contributions charged to income for the Company's U.S. 
and Canadian Employee Profit-Sharing Plans were $13,729,000 
in 1978 and $6,481,000 in 1977. 

The Company set aside $1,196,000 in 1978 and $1,930,000 
in 1977 for contribution to an employee stock ownership plan 
which was made possible by an additional one percent invest¬ 
ment tax credit authorized by the Tax Reform Act of 1976. 


NOTE C — Interest Expense. 

Interest expense consisted of the following: 

1978 1977 


Obligations under capital leases 
Notes and debentures 
Other 


$60,424,000 

6,785,000 

6,901,000 


$55,708,000 

5,511,000 

8,885,000 


$74,110,000 $70,104,000 


NOTE D—Taxes on Income. 


The components of the provision for income taxes included in 
the consolidated statement of income were as follows: 


CURRENT: 

1978 

1977 

Federal 

$ 83,108,000 

$41,580,000 

Foreign 

35,590,000 

29,163,000 

State 

12,160,000 

7,095,000 

DEFERRED: 

130,858,000 

77,838,000 

Federal and state (charges) 

( 7,251,000) 

( 1,746,000) 

Foreign 

6,993,000 

5,850,000 


( 258,000) 

4,104,000 


$130,600,000 

$81,942,000 

The sources of deferred taxes (charges) and the 
each were as follows: 

tax effect of 


1978 

1977 

Accelerated depreciation 

$10,433,000 

$8,439,000 

Accrued claims 

(7,266,000) 

(2,625,000) 

Capitalized leases 

(2,994,000) 

(2,981,000) 

Other, net 

( 431,000) 

1,271,000 


$( 258,000) 

$4,104,000 
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No provision has been made for income taxes which might 
be payable if accumulated earnings of Canadian and overseas 
subsidiaries were distributed to the parent Company, since it 
is the intention of Management to make no such distributions. 
The undistributed earnings on which the parent Company 
has not provided for income taxes were $328,983,000 at the 
end of 1978 and $287,838,000 in 1977. 

United States and Canadian Corporation Income Tax 
Returns for all years prior to 1974 and 1976, respectively, have 
been reviewed by taxing jurisdictions. Substantially all deduc¬ 
tions which have been or may ultimately be disallowed will be 
carried forward as timing differences and claimed as deduc¬ 
tions in future years, thereby having no effect on reported 
earnings. 

The Company's effective income tax rate varies from the 
statutory Federal income tax rate as shown below: 

1978 1977 



Amount 

% 

Amount 

% 

Federal income taxes 

at statutory rate 

$132,825,000 

48.0 

$88,439,000 

48.0 

Investment tax credit 

( 13,156,000) 

(4.8) 

(13,694,000) 

(7.4) 

State taxes on income, 
less Federal income 

tax benefit 

6,490,000 

2.4 

3,689,000 

2.0 

Other, net 

4,441,000 

1.6 

3,508,000 

1.9 


$130,600,000 

47.2 

$81,942,000 

44.5 


NOTE E — Lines of Credit and Short-Term Borrowings. 

At December 30, 1978, the Company had lines of credit 
amounting to $313,000,000 of which $31,736,000 were in use at 
that date. Compensating balances in support of these lines of 
credit were not material and there were no legal restrictions on 
withdrawals for any accounts. The Company also issues 
commercial paper notes but none were outstanding at year 
end. All such borrowings have been at the prime rate of 
interest or lower. 

The maximum amount of aggregate short-term borrowings 
outstanding was $96,740,000 in 1978 and $110,500,000 in 1977. 
The approximate average aggregate short-term borrowings 
outstanding and weighted, daily average interest rates during 
1978 and 1977 were $36,214,000 at 8.43% and $48,888,000 at 
6.23%, respectively. 


NOTE F—Capital Lease Obligations. 


The following is a schedule by years of future minimum lease 
payments under capital leases together with the present value 
of the net minimum lease payments as of December 30, 1978: 


1979 

1980 

1981 

1982 

1983 

Later years 


$ 104,642,000 
103,419,000 
100,774,000 
97,864,000 
94,537,000 
869,613,000 


Total minimum lease payments (1) 

Less: Amount representing estimated executory costs 
included in total minimum lease payments 

Net minimum lease payments 
Less: Amount representing interest (2) 

Present value of net minimum lease payments (3) 


1,370,849,000 

24,317,000 

1,346,532,000 

539,150,000 

$ 807,382,000 


(1) Minimum payments have not been reduced by minimum sublease rentals of 
$34,714,000 due in the future under noncancellable subleases. They also do not include 
contingent rentals which may be paid under certain store leases on the basis of percentage 
of sales in excess of stipulated amounts. Contingent rental amounted to $8,598,000 in 
1978 and $6,181,000 in 1977. 

(2) Amount necessary to reduce net minimum lease payments to present value calculated 
at interest rates implicit in the leases or the Company's incremental borrowing rate, 
whichever is lower. 

(3) Reflected in the balance sheet as current and long-term obligations under capital leases 
of $41,084,000 and $766,298,000, respectively. 


NOTE G — Notes and Debentures. 


Notes and debentures at December 30, 1978 consisted of: 



Due After 

Current 


One Year 

Maturities 

Mortgage notes payable, secured 

$ 56,748,000 

$2,158,000 

7.40% sinking fund debentures, 
unsecured, due in equal install- 

ments from 1978 through 1997 

52,826,000 

— 

4.65% term notes payable, unse¬ 
cured, due semi-annually to 

November 1, 1979 

— 

3,000,000 

Other notes payable 

4,862,000 

1,635,000 


$114,436,000 

$6,793,000 


The mortgage notes payable are secured by properties which 
are included in the balance sheet at their net book value of 
$59,734,000. 

The 7.40% debentures require annual sinking fund payments 
of $3,250,000. The Company has repurchased $12,174,000 of 
the debentures, which covers $8,924,000 of future sinking fund 
requirements remaining at December 30, 1978. Under the 
agreement covering the 7.40% debentures, $418,992,000 of the 
retained earnings as of December 30, 1978 were free of restric¬ 
tions for dividend payments and acquisitions of common 
stock. Restrictions include a limitation on the creation of addi¬ 
tional funded debt. 


Aggregate annual maturities of notes and debentures for the 
four years beyond 1979 are: 


1980 

1981 

1982 

1983 


$3,249,000 

3,622,000 

6,129,000 

6,315,000 


NOTE H — Lease Commitments. 

The Company and its subsidiaries occupy primarily leased 
premises, which were covered by 3,413 leases at December 30, 
1978. Of these leases 2,074 are considered capital under 
Financial Accounting Standards Board Statement No. 13 (see 
Note F). The remainder are operating leases. 

Most leases have renewal options with terms and conditions 
similar to the original lease. Of all the leases, 1,625 can be 
cancelled by the Company by offer to purchase the properties 
at original cost less amortization, with purchase obligatory 
upon acceptance of the offer by the landlords. 

The Company owns substantially all its fixtures and 
equipment. 

The following is a schedule by years of future minimum 
rental payments required under operating leases that have 
initial or remaining noncancellable lease terms in excess of one 


year as of December 30, 1978: 

1979 $ 62,650,000 

1980 61,866,000 

1981 59,602,000 

1982 57,592,000 

1983 54,864,000 

Later years 542,833,000 


Total minimum payments required $839,407,000 


Minimum payments have not been reduced by minimum 
sublease rentals of $12,005,000 due in the future under non¬ 
cancellable subleases. 


The following schedule shows the composition of total rental 
expense for all operating leases: 


Property leases: 

1978 

1977 

Minimum rentals 

$72,824,000 

$68,199,000 

Contingent rentals 

6,863,000 

5,701,000 

Less: Sublease rentals 

(5,065,000) 

(2,746,000) 


74,622,000 

71,154,000 

Equipment leases 

14,054,000 

12,772,000 


$88,676,000 

$83,926,000 
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NOTE I — Other Commitments. 

The Company has commitments under contracts for the 
purchase of property and equipment and for the construction 
of buildings. Portions of such contracts not completed at 
year-end are not reflected in the financial statements. These 
unrecorded commitments amounted to approximately 
$81,000,000 at December 30, 1978. 

NOTE J — Contingent Liabilities—Litigation. 

In addition to various claims and lawsuits arising in the 
normal course of the Company's business, as of March 2, 1979, 
there are actions pending against the Company charging 
violations of the antitrust laws and certain Civil Rights statutes, 
some of which purport to be class actions and seek damages in 
very large amounts, as well as other relief which, if granted, 
would require very large expenditures. 

Prior Annual Reports noted the filing of 20 suits against the 
Company and others by various livestock producers and 
feeders charging violations of the antitrust laws in the pur¬ 
chase and sale of meat, and also noted one additional action 
involving similar charges in which the Company was named as 
a co-conspirator but not as a defendant. As to the 20 cases in 
which the Company is named a defendant: (1) On December 27, 
1977, the 11 cases previously consolidated in the Dallas Federal 
District Court were dismissed by that Court on the basis of the 
U.S. Supreme Court decision in the Illinois Brick case that only 
direct sellers and purchasers could recover damages under the 
antitrust laws. The plaintiffs in 10 of the 11 suits have appealed 
the dismissal to the Court of Appeals for the 5th Circuit. The 
plaintiffs in the remaining suit refiled in the California State 
Court, with that State action being dismissed but subject to 
appeal. (2) Of the remaining 9 cases, the 7 that were consoli¬ 
dated in the Dallas Federal District Court after that Court's 
December 27, 1977 decision, remain in the early stages of dis¬ 
covery, and 2 cases that were pending in the Washington State 
Courts were settled following entry of a summary judgment in 
favor of the Company. 

Certain Congressional proposals to reverse the Supreme 
Court's Illinois Brick decision, if adopted, could have the effect 
of reinstating the 10 cases on appeal from the dismissal by the 
Dallas Federal District Court. 

On May 12, 1978, the Company brought action in Los 
Angeles Federal District Court against 23 Los Angeles area 
packers and one individual charging violation of the antitrust 
laws in the sale of beef products to and the purchase of fat and 
bones from the Company. The action was brought following 
indictment of certain of the defendants by a Federal Grand 
Jury. The indicted defendants have since either pleaded nolo 
contendere or were convicted. Most of the defendants in this 
case have filed counterclaims against the Company alleging 
various violations of the antitrust laws in the purchase or sale 
of beef products. 

While Management is unable to predict the ultimate outcome 
of the above antitrust cases, in its opinion the Company has 
good and meritorious defenses to each action and should 
prevail in all. 

Although the amount of liability at December 30, 1978 with 
respect to all of the above matters cannot be ascertained. 
Management is of the opinion that any resulting liability will 
not materially affect the Company's consolidated income or 
financial position. 


NOTE K—Capital Stock and Additional Paid-in Capital. 

Common stock outstanding increased by 50,081 shares 
during 1978 and 61,879 shares during 1977. The increases were 
attributable to stock issued under options exercised by em¬ 
ployees (40,033 shares in 1978 and 61,767 shares in 1977) and 
stock issued from treasury shares under a sales incentive plan 
(10,048 shares in 1978 and 112 shares in 1977). Treasury shares 
were thus reduced from 22,630 shares at December 31, 1977 to 
12,582 shares at December 30, 1978. Additional paid-in capital 
increased $1,509,000 during 1978 and $2,021,000 during 1977 for 
the excess proceeds over par value of common shares issued. 

NOTE L — Stock Options. 

The following summary shows the changes during 1977 and 
1978 in qualified stock options granted to key employees to 


purchase shares of the Company's Common Stock: 



Shares 

Option Price 

Balance, January 1, 1977 

332,660 

$29.13-43.50 

Granted, 1977 

295,900 

46.13-47.88 

Exercised, 1977 

61,767 

29.13-39.44 

Expired, 1977 

18,783 

29.13-46.13 

Balance, December 31, 1977 

548,010 

29.13-47.88 

Granted, 1978 

23,700 

40.50-43.43 

Exercised, 1978 

40,033 

29.13-39.44 

Expired, 1978 

12,877 

29.13-47.88 

Balance, December 30, 1978 

518,800 

34.88-47.88 


At the end of 1978 there were 12,460 unoptioned shares 
available for granting compared with 23,283 at the beginning 
of the year. The number of shares as to which options were 
exercisable was 120,555 at the end of 1978 and 90,160 at the 
end of 1977. 

NOTE M — Replacement Cost (Unaudited). 

In compliance with rules of the Securities and Exchange 
Commission, the Company has developed estimated replace¬ 
ment costs for its consolidated inventories and certain produc¬ 
tive capacity as of December 30, 1978 and December 31, 1977 
together with related amounts of cost of sales and depreciation 
calculated on the basis of replacement cost for the two years 
then ended. 

These rules were established by the Commission to provide 
investors with information about the effect of current infla¬ 
tionary conditions on business. Information developed by the 
Company confirms the significant impact of inflation on the 
cost of doing business. The Company is continually replacing, 
remodeling and upgrading the quality of its productive 
capacity, but Management recognizes that as existing facilities 
and equipment become obsolete or deteriorate, substantially 
greater amounts than initial costs are needed to replace them. 

The replacement cost information together with a description 
of estimating techniques is included in the Company's Form 
10-K filed with the Commission and available on request. 


NOTE N — Changes in Working Capital. 


Increase (decrease): 

1978 

1977 

Cash 

$ 18,395,000 

$ 36,299,000 

Receivables 

8,967,000 

( 664,000) 

Merchandise inventories 

114,261,000 

54,227,000 

Prepaid expenses 

14,735,000 

(11,772,000) 

Notes payable to banks 

Current obligations under 

( 5,625,000) 

(16,219,000) 

capital leases 

Current maturities of 

( 2,190,000) 

( 2,479,000) 

notes and debentures 

( 819,000) 

( 564,000) 

Payables and accruals 

( 82,768,000) 

(98,350,000) 

Income taxes payable 

Increase (decrease) in 

( 33,988,000) 

( 3,409,000) 

working capital 

$ 30,968,000 

$(42,931,000) 
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Note O — Financial Information by Geographic Area (thousands). 

_ United States Canada Overseas Total 


Sales 


$10,033,693 

$8,986,212 

$1,648,822 

$1,554,577 

$868,054 


$708,609 

$12,550,569 

$11,249,398 

Gross profit 


2,228,119 

1,889,187 

328,439 

309,590 

164,940 


133,902 


2,721,498 


2,332,679 

Operating and 













administrative expenses 


1,971,271 

1,722,286 

261,870 

246,870 

138,808 


113,090 


2,371,949 


2,082,246 

Provision for income taxes 


88,852 

47,757 

28,982 

25,980 

12,766 


8,205 


130,600 


81,942 

Net income 


109,390 

67,170 

27,165 

26,118 

9,563 


9,017 


146,118 


102,305 

Total assets 


2,180,067 

1,955,574 

450,121 

418,217 

205,579 


187,993 


2,835,767 


2,561,784 

Net working capital (deficit) 


80,602 

47,327 

144,993 

149,612 

(12,402) 


(14,714) 


213,193 


182,225 

Stockholders’ equity 


560,297 

557,692 

312,530 

236,680 

63,547 


54,215 


936,374 


848,587 

Note P — Quarterly Information (Unaudited). 












First 12 Weeks 

Second 12 Weeks 

Third 12 Weeks 


Last 16 Weeks 



1978 

1977 

1978 

1977 

1978 


1977 


1978 


1977 

Sales 


$2,815,033 

$2,488,736 

$2,916,519 

$2,535,656 

$2,901,941 


$2,619,078 


$3,917,076 

$3,605,928 

Gross profit 


594,740 

520,826 

641,449 

538,807 

628,555 


530,638 


856,754 


742,408 

Net income 


25,168 

22,644 

41,329 

30,446 

31,724 


17,233 


47,897 


31,982 

Net income per share 


0.97 

0.87 

1.58 

1.17 

1.22 


.67 


1.83 


1.22 

Dividends paid per share (1) 


0.55 

0.55 

0.55 

0.55 

0.55 


0.55 


0.65 


0.55 

Market price range of 













common stock 


41V 4 -35% 

50 3 /8-46 

42%-38V4 

483/8-443/4 

46-38 Vi 


48V2-42V2 


46-38V4 


45V2-39 

Notes: Dollars are in thousands except per share figures. (1) Calendar quarter. 










SALES BY COUNTRY 




STORES BY COUNTRY 










End of Fiscal Year 1978 


Number of Stores Opened 





Percent 

Percent of Total 

Million 







Prior 

(In millions U.S. $) 

1978 

1977 

Increase 

1978 1977 

Sq. Ft. 

Stores 1978 

1977 1976 

1975 

1974 

to 1974 

United States $10,033.7 

$ 8,986.2 

11.7% 

80.0% 79.9% 

47.8 

1,993 

99 

101 

85 

86 

135 

1,487 

Canada 

1,648.8 

1,554.6 

6.1 

13.1 13.8 

6.5 

274 

7 

16 

12 

10 

9 

220 

United Kingdom 

393.1 

314.8 

24.9 

3.1 2.8 

1.4 

83 

1 

3 

2 

5 

10 

62 

Australia 

379.9 

316.9 

19.9 

3.0 2.8 

1.4 

60 

2 

4 

9 

7 

4 

34 

West Germany 

95.1 

76.9 

23.7 

.8 .7 

.3 

26 

2 

2 

1 

3 

6 

12 

Total $12,550.6 

$11,249.4 

11.6% 

100.0% 100.0% 

57.4 

2,436 111 

126 109 

111 

164 

1,815 


1978 

1977 

1978 

1977 

1978 

1977 

1978 

1977 


Executive Offices 

Fourth and Jackson Streets, 

Oakland, California 94660 
(415) 891-3000 

Transfer Agents 

The Chase Manhattan Bank (National Association), 

New York, New York and the 

Crocker National Bank, San Francisco, California 

Registrars 

The Chase Manhattan Bank (National Association) 
New York, New York 

and The Bank of California, National Association, 
San Francisco, California 

Accountants 

Peat, Marwick, Mitchell & Co. 

10-K Report 

A facsimile of Safeway's 1978 10-K Report filed with 
the Securities and Exchange Commission may 
be obtained by writing the Corporate Controller 
at our executive offices. 

Annual Meeting 

The 1979 Annual Meeting of Stockholders will be 
held on May 15, 1979. In connection with this 
meeting, proxies will be solicited by the manage¬ 
ment. A notice of the meeting, together with a 
proxy statement and a form of proxy, will be 
mailed April 6, 1979. This Annual Report does not 
constitute part of the proxy soliciting material. 


Accountants’ Report 

Peat, Marwick, Mitchell & Co. 


To the Board of Directors and Shareholders 
of Safeway Stores, Incorporated: 

We have examined the consolidated balance sheet of Safeway 
Stores, Incorporated and subsidiaries as of December 30,1978 and 
December 31, 1977 and the related consolidated statements of income 
and retained earnings, and changes in financial position for the two 
years then ended. Our examinations were made in accordance with 
generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements 
present fairly the financial position of Safeway Stores, Incorporated 
and subsidiaries at December 30, 1978 and December 31,1977, and the 
results of their operations and changes in their financial position for the 
two years then ended, in conformity with generally accepted account¬ 
ing principles applied on a consistent basis. 

/^t tlTlUruStdL Tn&eJdiJliL 

One Kaiser Plaza, 

Oakland, California 94612 
March 2, 1979 
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Management’s Discussion of 
the Results of Operations 

Sales increased to $12,551 billion in 1978, an increase of 
11.6% over sales of $11,249 billion in 1977.1977 sales had 
increased 7.7% over sales of $10,443 billion in 1976. The 
increase in 1978 was due principally to increased square 
footage of total store area, cash game promotions 
carried in most Divisions during the year and inflation. 
Customer transactions were 1.412 billion in 1978 com¬ 
pared to 1.336 billion in 1977 and 1.317 billion in 1976, 
reflecting increases of 5.7% and 1.4%, respectively. 

Gross profit as a percent of sales increased to 21.7% 
in 1978 from 20.7% in 1977 and 19.9% in 1976. This in¬ 
crease more than offset higher operating and adminis¬ 
trative costs which increased as a percent of sales from 
17.6% in 1976 and 18.5% in 1977 to 18.9% in 1978. 

Interest expense was $74.1 million in 1978, compared 
to $70.1 million in 1977 and $63.3 million in 1976. The 
increases were principally due to expanded capital 
lease obligations, which account for approximately 
80% of total interest expense in each year. 

Losses on translation of foreign currencies, amount¬ 
ing to $7,856,000 in 1978, $3,253,000 in 1977 and $42,000 
in 1976, have increased principally due to the decline 
in the Canadian dollar exchange rate. Other income 
increased to $9,135,000 in 1978 from $7,171,000 in 1977 
largely due to increased gains on sales of leasehold 
interests. These items are included in "Other income — 
net" in the "10 Year Summary." 

Income taxes as a percent of pre-tax income in¬ 
creased to 47.2% in 1978 from 44.5% in 1977 and 45.2 % 
in 1976. A major factor influencing the tax rate was the 
investment tax credit, which decreased as a percent of 
pre-tax income to 4.8% in 1978 from 7.4% in 1977, com¬ 
pared to 4.0% in 1976. Another reason for the increased 
tax rate in 1978 was the larger loss on foreign currency 
translation, which is non-deductible for income tax 
purposes. 

Net income increased 42.8% in 1978 to $146.1 million, 
up from $102.3 million in 1977 and $100.8 million in 
1976. As a percent of sales, net income increased to 
1.16% in 1978 from 0.91% in 1977 and 0.97% in 1976. 

Results of operations include the effect of applying 
the LIFO method adopted in 1974 for inventories of 
U.S. Grocery Department items, which results in the 
most current prices being included in the cost of sales 
for these items. If the FIFO method had been used, 
wherein the most current prices are reflected in 
year-end inventories, merchandise inventories would 
have been $166.9 million higher at December 30,1978 
and $136.5 million and $105.8 million higher as of 
December 31,1977 and January 1,1977, respectively. 


Management’s Responsibility 
for Financial Statements 

The consolidated financial statements of Safeway 
Stores, Incorporated and its subsidiaries have been 
prepared in accordance with generally accepted 
accounting principles applied on a consistent basis and 
include amounts that are based on management's best 
estimates and judgments. Management is responsible 
for the integrity and objectivity of the data in these 
statements. Financial information elsewhere in this 
Annual Report is consistent with that in the financial 
statements. 

To fulfill its responsibilities, management has 
developed and maintained a strong system of internal 
accounting controls. There are inherent limitations in 
any control system in that the cost of maintaining a 
control should not exceed the benefits to be derived. 
However, management believes the controls in use are 
sufficient to provide reasonable assurance that assets 
are safeguarded from loss or unauthorized use and that 
the financial records are reliable for preparing the 
financial statements. The controls are supported by 
careful selection and training of qualified personnel, by 
the appropriate division of responsibilities, by com¬ 
munication of written policies and procedures through¬ 
out the Company, and by an extensive program of 
internal audits. 

Peat, Marwick, Mitchell & Co., independent certified 
public accountants, whose report follows the consoli¬ 
dated financial statements, are engaged to provide an 
independent opinion regarding the fair presentation in 
the financial statements of the Company's financial 
condition and operating results. They obtain an under¬ 
standing of the Company's systems and procedures 
and perform tests of transactions and other procedures 
sufficient to provide them reasonable assurance that 
the financial statements are neither misleading nor 
contain material errors. 

The Board of Directors, through its Audit Committee 
composed of outside Directors, is responsible for assur¬ 
ing that management fulfills its responsibilities in the 
preparation of the financial statements. The Board, on 
the recommendation of the Audit Committee and in 
accordance with Stockholder approval, selects and 
engages the independent public accountants. The 
Audit Committee meets with the independent account¬ 
ants to review the scope of the annual audit and any 
recommendations they have for improvements in the 
Company's internal accounting controls. To assure 
independence, the independent accountants have free 
access to the Audit Committee and may confer with 
them without management representatives present. 
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W. S. Mitchell 
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Lorenzo N. Hoopes 
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Supply Operations 

Philip G. Horton 

Vice President 

Real Estate, Construction and 
Engineering, Operations Services 

James M. McGinty 

Vice President and Treasurer 
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John W. Warthan 
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Loyd J. Fox 
Edward N. Henney 
Harold T. Nelson 
Walter J. Schoendorf 
Sterling P. Smith 
Thomas C. Terry 
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FOREIGN SUBSIDIARY OPERATIONS 
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Chairman and Retail Division Manager 
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T. E. Spratt 

Chairman, Managing Director and Retail Division Manager 
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Manfred Filzek 
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N. J. Flindt 

Managing Director 
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The Safeway Board 


Late Developments 

A number of upcoming changes were 
announced at the meeting of the Board of 
Directors on February 14,1979. 

Robert A. Magowan and Lorenzo N. 
Hoopes have decided not to stand for re- 
election to the Board at the Annual Meeting 
of Stockholders on May 15,1979. At that 
time, William S. Mitchell, Chairman of the 
Board and Chief Executive Officer, will 
assume the additional responsibilities of 
Chairman of the Executive Committee, 
replacing Mr. Magowan. 

The Board nominated three other persons 
for election as Directors at the 1979 Annual 
Meeting. They are Marjorie S. Kinney, 
President of Kinney Marketing Corpora¬ 
tion, headquartered in Encino, California; 
Edward N. Henney, Senior Vice President 
in charge of Safeway's Supply Operations; 
and Peter A. Magowan, Vice President and 
Manager of the Company's Western Region. 

The Board also designated Robert A. 
Magowan as its first honorary Director, 
effective May 15,1979. Mr. Magowan has 
been a guiding force in Safeway's emer¬ 
gence as the world's leading food retailer. 
Under his vigorous leadership as Chairman 
of the Board from 1955 through 1970, the 
Company achieved record growth through a 
streamlined, highly decentralized organiza¬ 
tional structure. A master strategist with an 
uncommonly accurate perception of the 
business climate, he was the architect of our 
expansion to overseas markets and helped 
formulate many of the key policy decisions 
that have assured our present status. 




<s> 



Safeway Stores, Incorporated 
Oakland, CA 94660 



Pictured above is the new Safeway uniform for 
women food clerks that will be introduced 
this summer. Plans are also under way 
for a coordinated men's garment. 












